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SRI LANKA - KEY ECONOMIC INDICATORS 2 


Inless otherwise indicated, all May 31, 1979, exchange rate:U.S.$1.00=Rs. 15.60 
values in millions of rupees Average exchange rates per U.S.$1.00 a/ 
and represent period averages 1977 - Rs. 9.15 a 

1978 - Rs. 15.61 

1979 - Rs. 15.52 Jan. - May 


1977 1978 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
GNP at Constant (1959) Prices 
Per Capita GNP, Current Prices 
Gross Fixed Capital Formation 
Value of Industrial Production 
Minimum Wage Indices: (1952=100) 
Agriculture 
Industry and Commerce 
Labor Force (million) b/ 
Avg. Unemployment Rate (%) b/ 


MONEY AND PRICES 
Money Supply (M1) (Dec. 31) 
Interest Rates: (%) 
Central Bank Discount 4 10.0 
Commercial Bank Loans 
Maximum 20.0 
Minimum 10.0 
Cost of Living Index (1952=100) 227.8 
Wholesale Price Index (1974=100) 157.4 


BALANCE OF PAYMENTS AND TRADE ($ mln) c/ 
Gross External Assets (Dec. 31) 482 34.6 
Extemal Public Debt (Dec. 31) 940 38.0 
Debt Service Ratio (%) d/ 15.0 -— 
Balance of Payments e/ 119 40.5 
Balance of Trade — 137 ao 
Exports, FOB 846 16.5 
U.S. Share 59 is? 
Imports, CIF 9§3 42.9 
U.S. Share 71 20.3 
Main Imports from U.S. (1978): Flour, 43; Cotton 7; Machinery, 5; Insecticides, 4; 
Other chemicals, 3; Powdered Milk, 3; Medicines, l. 
a/ Official rates: 65% increase applicable to luxury imports, nontraditional exports, 
~ and tourists until November 16, 1977, exchange rate unification. 
b/ Estimated. 
c/ Converted from rupees at appropriate exchange rates. 
G/ External debt service payments as a percentage of exports of goods and services. 
e/ Basic Balance (Current Account Balance + Net Long Term Capital). 


Sources: Central Bank of Ceylon Annual Reports and Monthly Bulletins 





SUMMARY 


Since independence in 1948, successive Sri Lankan governments have pursued social wel- 
fare policies which encouraged consumption at the expense of savings and investment. 
While progress in social development has been considerable, the 1970-77 period saw a 
marked slowdown in economic growth coupled with accelerating inflation and unemploy- 
ment. Public dissatisfaction with the state of the economy led to an overwhelming 
victory for the opposition United National Party (UNP) in the general elections held in 
July 1977. The new Government has embarked on an ambitious program to reduce unemploy- 
ment through liberalization of the economy and an ambitious public investment program. 


Continued good weather and the heneficial effects of the Government's liberalization 
policies accelerated real economic growth from 4.4 percent in 1977 to 8.2 percent in 
1978. With some of the slack now out of the economy, growth in 1979 is expected to be 
a more modest but still very respectable 5 to 6 percent. A deceleration of money 
supply growth and tight credit policies helped to moderate the increase in consumer 
prices in 1978, but inflation remains a serious problem. After a record balance of 
payments surplus in 1977, a slump in world tea prices and a rapid increase of imports 
reduced the size of the surplus by almost half in 1978. Despite a continuation of 
these trends and the higher cost of oil imports, Sri Lanka's balance of payments should 
still record a small surplus in 1979 due to increased aid flows and private investment. 


For American exporters, Sri Lanka offers a limited but worthwhile market. The improved 
balance of payments and the Government's import liberalization program greatly en- 
hance opportunities for the sale of U.S. products. The newly created free trade zone 
offers attractive incentives to investors. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Economic and Political Background 


Since independence in 1948, successive Sri Lankan governments have pursued generous 
social welfare policies. A large share of available resources has been devoted to pro- 
viding free education and medical care, free and subsidized food, and subsidized 
transportation services and consumer goods. Progress in social development has been 
considerable; the literacy rate has risen to 85 percent and life expectancy to 67 years, 
population growth is slowing, and there has been an effective redistribution of real 
income from the rich to the poor. The quality of life for the average Sri Lankan is 
significantly better than that found in most of the neiqhboring countries of South 

Asia. 


These achievements were not gained without cost, however. The social welfare programs 
stimulated consumption at the expense of domestic savings and investment. The coali- 
tion United Front (UF) Government led by Mrs. Sirimavo Bandaranaike, which was in 
power 1970-77, further diminished investment in the relatively more efficient private 
sector by expanding the public sector through nationalizations and the creation of 
State Corporations. While foreign capital was officially welcomed, frequent expropri- 
ations made foreign investors wary. The economic situation was aggravated by a general 
stagnation of world prices for Sri Lanka's major export products of tea, rubber, and 
coconuts, and the rapid increase in petroleum prices since 1973. Efforts to increase 
the production of food and agricultural exports were hampered by frequent droughts and 





by bad management on the nationalized tea and coconut estates. Moreover, 

strikes, and breakdowns in the country's transportation network and widespread 
corruption in the Government's distribution system led to periodic shortages of 

food and other essential commodities. The net result of these internal and external 
difficulties was that real economic growth during the rule of the UF Government 

was low, averaging about 3 percent, and unemployment grew to more than one-fifth of 
the labor force. 


The campaign leading up to the general election on July 21, 1977, began as a four- 
sided contest among Mrs. Bandaranaike's Sri Lanka Freedom Party (SLFP); the United 
National Party (UNP), which was the major opposition party during the 7 -year 
tenure of the UF Government; the Tamil United Liberation Front (TULF), representing 
the Ceylon Tamil minority (about 11 percent of the total population) concentrated in 
the northern and eastern parts of the island; and the United Ieft Front (ULF), con- 
sisting of the SLFP's former coalition partners, the Trotskyite LSSP and the Communist 
Party, plus several other minor leftist groups. Despite the social welfare gains 
claimed by the SLFP, the poor state of the economy and public dissatisfaction with 
corruption and nepotism under the UF Government led to a landslide victory for the 
UNP, which won an unprecedented 140 out of a total 168 Parliamentary seats. As 
expected, the TULF was strong in the predominantly Tamil constituencies, winning 18 
seats to become the principal opposition party in Parliament. Voter rejection of 
the former UF partners was almost complete, with the SLFP retaining only 9 seats 
(including Mrs. Bandaranaike's), and the ULF failing to carry even one electorate. 
The leader of the tea workers' union representing one million Indian Tamils, who was 
allied with the TULF, took the remaining seat. In subsequent months one Member 

of Parliament from the TULF, one from the SLFP, and the tea workers' leader, crossed 
over to the Government, bringing the UNP's Majority to 143. In limited municipal 
elections on May 19, 1979, the voting pattern was very similar to that of the national 
elections almost two years earlier. This indicates the UNP has retained its popu- 
larity with urban voters. 


The New Government's Program 


With this overwhelming mandate in hand, the new UNP Government launched a far- 
reaching program to reform the economy and to accelerate economic growth. The UNP 
inherited a run-down economy with high rates of unemployment and inflation, but its 
task was made somewhat easier by good weather which contributed to record rice 

crops in 1977 and 1978, and improved world prices for tea in 1977. Various policy 
measures, culminating in the 1978 budget presentation in mid-November 1977, 

started the difficult process of freeing the economy from excessive controls and 
shifting Government spending from consumer subsidies to capital investment. The 
measures included: unification and devaluation of the former dual exchange rate, 
relaxation of import and exchange controls, lifting of most price controls, curtail- 
ment of the rice and sugar rations, and elimination of some Government monopolies to 
allow more private sector competition. The 1979 budget introduced tax reform to 
promote savings and capital investment. 


To create jobs as quickly as possible, the new Government is concentrating on three 
major development projects: (1) acceleration of the Mahaweli irrigation/hydro- 
electric scheme, (2) the establishment of a free trade zone north of Colombo, and 
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(3) urban renewal of the greater Colombo area. Of the three, the Mahaweli project 

is by far the largest and most ambitious. As originally conceived by a United 
Nations team in the late 1960's, a series of dams on the Mahaweli river and its 
tributaries to be built over a period of 30 years at a cost of more than $l 
billion would double the amount of irrigated land and greatly increase the country's 
hydroelectric capacity. Work had progressed slowly, and the new Government has de- 
cided to accelerate the implementation of the original plan. Greatly increased 
bilateral and multilateral aid flows are expected to finance the accelerated Mahaweli 
program. 


On the political side, the UNP-dominated Parliament approved a new Constitution which 
elevated Prime Minister Jayewardene to the Presidency with increased executive powers. 
The Constitution also established a new system of proportional representation for 
future elections in an effort to reduce the large swings in Parliamentary majorities 
experienced in 1970 and 1977 by having distribution of seats in Parliament more 
accurately reflect the popular vote. 


Economic Growth 


Gross National Product (GNP) at current prices in 1978 is provisionally estimated by 
the Central Bank at Rs. 36, 139 million ($2.3 billion), or 23.5 percent higher than 

in 1977. In real terms, GNP rose 8.2 percent, up from 4.4 percent the year before. 
The rate of real economic growth in 1978 was the highest since 1968, and was more than 
twice the average annual growth rate during the past decade. Continued good weather 
and the effects of the Government's liberalization policies produced advances in 
virtually all sectors of the economy. The only major sector to decline was tea, 

which has yet to recover from the adverse impact of nationalization. 


Agriculture 


Food: A combination of good rainfall, more acreage under cultivation, a higher 
Government support price, and increased use of fertilizer produced a record paddy 
harvest of 90.6 million bushels (about 1.29 million metric tons of milled rice) in 
1978. Output in 1978 was 12.7 percent higher than the record harvest of 80.4 million 
bushels of paddy in 1977. Despite this excellent performance, however, the country 
still imported approximately 158,000 tons of rice, 600,000 tons of wheat flour, and 
100,000 tons of wheat grain in 1978. The prospects are good that paddy production 

in 1979 will set yet another new record and total production may reach 95 bushels 
(1.35 million tons of rice). This would still be well short of self-sufficiency, and 
Sizable food grain imports will be required in 1979. ‘The production of coconuts, 
which constitute a major item in the domestic diet as well as being an important 
export crop, rose 21.2 percent from the very depressed level of 1977. The output of 
subsidiary food crops stagnated, however, due in part to the liberal availability 

of subsidized wheat flour and large imports of chillies, onions, and potatoes. 


Food subsidies have been an important feature of the Sri Lankan economy since World 
War II. Various Governments have tried to reduce the subsidy program without lasting 
success. At the time of the 1977 elections, nearly all Sri Lankans received a weekly 
ration of one free pound of rice and three additional pounds at a subsidized price. 
Sugar, wheat flour, and infant milk foods were also subsidized. The total cost of 
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these subsidies accounted for about one-fifth of the Government's current expendi- 
tures. In an effort to shift resources from consumption to investment, the new 
UNP Government undertook a major revision of the ration program in early 1978. 
After an island-wide survey of incomes, the new Government effectively limited the 
Yice ration to the poorer half of the population (i.e., about 7 million people). 
The sugar ration was taken away from everyone but children under 12 years of age 
of families still eligible for the rice ration. Other foods, particularly wheat 
flour (which must all be imported), continue to be subsidized. 


In 1978, the Government three times raised flour prices by small increments. At 
the end of May 1979, however, the official price of Rs. 1.12 (7.2 U.S. cents at 
the current exchange rate) per pound was only about 70 percent of the cost of 
imported flour. As flour is still selling well below the open market price of rice, 
the demand for flour has been heavy, and monthly consumption averaged about 40,000 
metric tons during the first 5 months of 1979. Unless the Government continues 
to raise the price of the flour, the subsidy will cost about $35 million this year, 
which is about half the amount saved by cutting the rice and sugar rations. 


Plantation Sector and Land Reform: Under the Land Reform Law of 1972, all agricultural 
lands owned by individuals or private companies in excess of 50 acres (25 acres in 

the case of paddy lands) were taken over by the Land Reform Commission. The 1975 
amendment to the Law included estate lands owned by publicly held corporations which 
had previously been exempt. By the end of 1975 the nationalizations had been completed; 
the Government now controls 63 percent of all tea lands, 32 percent of rubber lands, 
and 10 percent of the coconut producing areas. Negotiations over the tems of compen- 
sation for foreign-owned estates (Sterling companies) were concluded in 1976. Nego- 
tiations to determine the compensation to be paid for locally owned estates have not 
progressed very far as yet. 


The plantation crops of tea, rubber, and coconuts account for about three-fourths 

of the value of Sri Lanka's exports and provide employment for over one million 
workers. As the country's principal foreign exchange earner, the tea industry 

is of critical importance. After reaching peak production of 503 million pounds in 
1956, tea output has been in more or less continuous decline, and the 439 million 
pound harvest in 1978 was 4.6 percent below 1977. A major cause of this long- 

term fall in production can be traced to pre-nationalization uncertainties faced by 
estate owners which resulted in inadequate maintenance and investment. The departure 
of many experienced estate managers after the Government takeover added to the 
problem. These difficulties were compounded in 1978 by the drop in world tea prices 
(London prices were down an average of 44 percent in 1978) following record high prices 
in 1977. The decline in prices and continued high export taxes, coupled with rising 
production costs, severely squeezed profit margins. Tea production in the first three 
months of 1979 was just about the same as the first quarter of 1978. A longer-term 
problem is the growing shortage of estate labor as Indian Tamil workers are repatri- 
ated back to India. For a variety of cultural reasons, many Sinhalese are unwilling 
to replace Tamils in the difficult work of picking tea. Natural rubber production 
rose 6.5 percent in 1978 stimulated by high world prices; the 343 million pounds 
produced in 1978 was the second largest amount in Sri Lanka's history. While re- 
planting and fertilizer applications are still below targets, the long-term outlook 
for natural rubber should be good as higher oil prices drive up the cost of synthetic 
rubber. Coconut output, which dropped to a very low level in 1977 following two 
years of serious drought, improved greatly in 1978. Good weather and a sharp increase 


in fertilizer application increased production by 21.2 percent in 1978 to reach 2.2 





billion nuts. Despite this good recovery, output still lagged behind the 
annual average level of 2.5 billion nuts achieved in the early 1970's. The 
severe cyclone, which felled the majority of coconut trees in the Faster 
Province in November 1978, contributed to the lag in output. 


Industrial and Mineral Production 


Industry: After three years of virtual stagnation, industrial output expanded an 
unprecedented 11 percent in real tems during 1978. This remarkable growth can be 
attributed to the Government's efforts to free the economy from excessive controls. 
The import liberalization program made raw materials and spare parts readily avail- 
able, and capacity utilization rose from 61 percent in 1977 to 70 percent in 1978. 
Major areas of growth were in basic metals, textiles, aonmetallic minerals, paper 
and chemicals. While freer imports created problems for some of the more in- 
efficient industries, the Government is determined to move away from import 
substitution toward export-oriented development. 


Minerals: Sri Lanka has been famous since ancient times for its precious and 
semiprecious: gems which account for about three-fourths of the total value of 
mining output. However, the rapid rise in the official dollar value of gem 

exports in the mid-1970's (up 100 percent from 1974 to 1977) slowed to 4.3 percent 
in 1978. With the elimination of special foreign exchange bonuses for gem exporters 
in November 1977, a significant portion of gem production is now believei to be 
smuggled out of the country and is not reflected in offical trade figures. Graphite 
production rose 22.6 percent in 1978. After falling for the past four years, out- 
put of the two mineral sands, ilmenite and rutile, increased 9.3 percent and an 
amazing 1100 percent, respectively. Geophysical surveys have shown that Sri 

Lanka is a promising site for oil exploration. However, several exploratory 

wells drilled by Soviet technicians in the northwest coastal area in 1974/75 and 
two offshore. wells drilled by Marathon Petroleum Corporation in 1976 failed to 
confirm the existence of oil deposits. Under a Norwegian Government grant, a 
review is being made of all geophysical data to determine the advisability of 
further exploration. 


Price, Wages and Employment 


Unfortunately, there is no single index which adequately measures inflation in 
Sri Lanka. The Colombo Cost of Living Index which has a number of statistical 
deficiencies, indicated retail prices rose 12.1 percent in 1978 as compared to 
1.2 percent in 1977. The 1978 figure is much closer to reality, since the new 
Government eliminated most price controls which were the basis of calculating 

the Index in previous years. ‘The Central Bank is presently working on a 
island-wide consumer survey which will be the basis for a more accurate and compre- 
hensive measure of consumer prices. In the meantime, the Bank estimates the 
overall rate of inflation in 1978 was between 15 and 16 percent, a bit lower than 
the 16-20 percent estimate for 1977. Considering the potential inflationary 
impact of the devaluation, the removal of price controls, the reduction of 

same subsidies, and the worldwide rise in prices, Sri Lanka's rate of inflation 
in 1978 was not too bad. The influx of imports following the liberalization 
helped to dampen inflationary pressures. Data on wages are also not very helpful 





in trying to assess the true situation. The indices for workers in 

agriculture and in industry and commerce are for mininwm wages and do not 

include overtime, bonuses and other incentive payments. Based on the 

published indices, it appears that wages of private sector workers just about 
kept pace with inflation in 1978; a Central Bank index for Government salaries, 
however, showed a drop in real wages for the public sector. In order to make 
public service more attractive, Government salaries were made tax-exempt beginning 
in 1979. Unemployment continues to be a major problem despite Government programs 
to create jobs. The most recent Central Bank Survey indicates almost one million 
people (about 20 percent of thework force) were unable to find jobs in early 1975, 
while an additional 650,000 were underemployed. Although there are no hard facts 
available, most observers believe the growth of the economy in 1978 has begun to 
reduce the number of unemployed. The Central Bank's very cautious estimate is 
that the number of unemployed was down to approximately 900,000 in 1978, or about 
16 percent of an estimated labor force of 5.6 million. 


Fiscal and Monetary Developments 


After two years of inflationary budgets in 1975 and 1976, the Government's fiscal 
Operations in 1977 and 1978 exerted a net contractionary impact on the economy. 
During 1978, according to provisional data, the new Government's economic reforms 
produced a substantial rise in both revenues (up 74.0 percent over 1977) and expendi- 
tures (up to 94.0 percent). ‘The increased revenues reflected higher collections 

from customs duties restructured under the November 1977 economic reforms and from 
increased economic activity in 1978. On the expenditure side, both current and capital 
spending rose sharply. ‘The rupee devaluation added greatly to the local costs of 
food subsidies, and social services spending continued to grow. Capital expenditures 
rose a phenominal 143.4 percent; while part of this increase was due to the added 
cost of the devaluation, a substantial share cf the increase went to finance new 
development projects. ‘The provisional budget deficit in 1978 was a record high 

Rs. 7,307 million ($468 million), or 38.6 percent of total expenditures. 


Despite this large deficit, the Central Bank estimates that foreign finance and 
nonbank domestic borrowing were in excess of deficit financing needs in 1978, and 
overall budgetary operations produced a contractionary effect of about Rs. 893 
million ($57 million). This was an important factor in slowing the growth of the 
money supply (cash and demand deposits) from 34.9 percent in 1976 and 28.8 percent 

in 1977 to a more manageable 10.6 percent in 1978. ‘The continued expansion of foreign 
exchange reserves (see below) and of commercial bank credit to the private sector 

and to Goverment corporations were the main expansionary forces working on the 

money supply. 


The approved budget for 1979 calls for a lower level of current expenditures 

than was recorded in 1978 but a continued growth in capital spending. This follows 
the Government's desire to shift a greater portion of public resources into invest- 
ment. The approved budget deficit for 1979 is 13.8 percent lower than the pro- 
visional deficit for 1978. 


In an effort to stem the rapid money supply growth, the Central Bank has progressively 
tightened the availability of credit. During 1976, reserve requirements were in- 
creased and a ceiling imposed on lending by commercial banks for consumption purposes. 
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In 1977, the Central Bank increased its discount rate from 6.5 percent to 8.5 
percent, then to 10 percent. Commercial banks are now limited in how much they 
can borrow at the 10 percent rate; additional borrowings from the Central Bank 
incur a penalty rate of 15 percent. In 1978, credit was tightened further when 
a Ceiling was placed on lending to public corporations. The high level of 
commercial interest rates, up to 20 percent, was basically unchanged during 1978. 


Balance of Payments 


Trade: Following two consecutive years cf surpluses, Sri Lanka's balance of trade 
registered a deficit of $137 million in 1978. The 42.9 percent rise in the dollar 
value of imports was a direct consequence of the import liberalization of November 
1977. As the Government had hoped, imports of capital goods and raw materials grew 
the fastest, while imports of consumer goods increased at a more modest rate. Al- 
though exports rose 16.5 percent in dollar terms, this was below expectations. A 
decline in world prices for tea and coconuts held down the growth of export earnings. 
After two years of improvement, Sri Lanka's perennially poor terms of trade deteri- 
orated slightly, slipping from an index of 81 in 1977 (1967 = 100) to 80 in 1978 

due mainly to the drop in tea prices. 


Capital, Foreign Exchange Reserves and Debt: For the third year in a row, Sri Lanka 
had an overall balance of payments surplus in 1978. While the surplus on services 
declined due to the liberalization of foreign travel restrictions, the surplus on net 
transfers rose because of higher remittances from same 20,000 Sri Lankans working 
abroad. These surpluses partially compensated for the large trade deficit to pro- 
duce a current account deficit of $50.1 million, as compared to a current account 
surplus of $138.4 million in 1977. However, a large increase in net capital inflows 
fram $61.5 million in 1977 to $169.1 million in 1978 more than offset the current 
account deficit to produce a balance of payments surplus of $119.0 million. The 
surplus in 1977 was $199.9 million. Gross extemal assets (no data are available 

on net reserves) rose 34.6 percent to reach $481.9 million at the end of 1978. 
External debt also rose by 38.0 percent to total $339.9 million at the end of the 
year. Debt service in 1978 was 15.0 percent of earnings from the export of goods and 
services. This was a drop from 18.5 percent in 1977 due to the higher value of 
exports and to a shift in Sri Lanka's debt structure to longer-tem, lower-interest 
aid loans. 


Exchange Rate Policy 


Until May 24, 1976, the rupee was tied to the pound sterling and fell along with 
the pound. On that date, the Central Bank severed the link with the pound and tied 
the rupee to a trade-weighted basket of currencies. For the remainder of the year, 
and during the early part of 1977, the rupee/dollar official exchange rate held 
fairly close to Rs. 8.70 per U.S. dollar (a premium of 65 percent over the official 
rate was applicable to luxury imports, nontraditional exports and tourists). How- 
ever, in a move that surprised everyone, then Finance Minister Felix Dias Bandara- 
naike announced on March 12, 1977, that the rupee had been revalued by 20 percent. 
Citing the good balance of payments performance in 1976 and the continued rise in 
the world prices for Sri Lanka's major exports, the Minister said a revaluation was 
warranted. Few people in business and financial circles agreed, however, and the 
opposition political parties of both the right and left attacked the move as a pre- 
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election gimmick to lower the rupee cost of imports at the expense of the export 
sector. The UNP was one of the most vociferous critics of the revaluation, and 
shortly after taking office it began a gradual devaluation of the rupee. By mid- 
September. 1977, the rupee was back to its pre-revaluation level. In his budget 
presentation on November 15, 1977, Finance Minister Ronnie de Mel announced the 
abolishment of the old two-tier exchange rate system and the institution of a unified, 
floating rate initially set at Rs. 16 per U.S. dollar. This represented a devaluation 
of 46.0 percent against the old official exchange rate and 11.2 percent against the 
previous premium rate. Since that time, the rupee has appreciated 8.3 percent a- 
gainst the dollar but has dropped in value relative to other major currencies. 


Outlook for 1979 


The exceptionally high rate of economic growth in 1978 was due to the favorable 
response of a slack economy to the Government's economic reforms. Progress in 1979 
will be a bit less dramatic as the economy is now operating closer to full capacity 
and scarcities of skilled manpower, construction materials, and other inputs are 
being felt. Assuming continued good weather, Sri Lanka should be able to sustain an 
economic growth rate of around 5 to 6 percent in 1979. The cyclone, which devas- 
tated the eastern coast in November 1978, is not expected to have a major impact 

on economic growth this year. ‘The continued heavy subsidy on wheat flour is a cause 
of concem for its adverse effects on the Government's fiscal position and the po- 
tential disincentive to domestic grain production. Inflation in 1979 will probably 
continue in the 15-20 percent range of the past two years. 


Due to the relatively weak world prices for tea and coconuts and to supply constraints 
in the traditional plantation crops, export earnings are expected to grow very little 
in 1979. What growth there is will come from untraditional . exports of industrial 

products such as garments and ceramics. Imports are expected to increase at a faster 


rate than exports in 1979, but at a slower rate than in 1978. A steady growth in 
aid flows and private foreign investment, as well as increased tourist earnings and 
remittances from Sri Lankan workers in the Middle East, should help to offset same 
of the expected increase in the trade deficit in 1979. The overall balance of pay- 
ments this year should be in surplus for the fourth consecutive year. 


IMPLICATIONS FOR THE UNITED STATES 


Trade: United States - Sri Lanka trade is not large. In 1978, imports from the 
U.S. amounted to $71 million, about 60 percent of which consisted of PL 480 wheat 
flour sold on concessional terms. While imports from the U.S. rose 20.3 percent 

in 1978, the U.S. share of 7.2 percent of total imports was down from 8.6 percent 

in 1977. Exports to the U.S. totaled $59 million (8.0 percent of total exports), 
consisting mostly of tea plus same spices, rubber, and garments. Sri Lanka's import 
liberalization program and improved balance of payments greatly enhance opportunities 
for American exporters. Food grains (in addition to PL 480), light machinery for 
industry, agricultural machinery, office equipment, chemicals, and pharmaceuticals 
are product lines offering good potential. While private importers are now allowed 
to compete with Government agencies, major imports are likely to continue to be 
made under Government tenders. Information on tenders is available from the U.S. 
Department of Commerce and from the Sri Lanka Embassy in Washington. U.S. products 
are still at somewhat of a disadvantage, however, due to the remoteness of the Sri 
Lankan market and the unwillingness of many American suppliers to extend generous 
credit tems. 
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Investment: U.S. direct investment in Sri Lanka is presently estimated at 
approximately $3 million. Because of the nationalization of tea estates 
and other foreign-owned companies, total foreign direct investment has 
declined over the past twenty years. With the notable exception of Japanese 
joint ventures in the local production of ceramics and textiles for export 
and foreign participation in tourist hotels, there was virtually no new 
foreign investment in Sri Lanka during the 1970-77 period. The new Govern- 
ment, however, has established a free trade zone north of Colombo to encourage 
foreign investment in export-oriented industries. Tax holidays and other 
concessions are being offered for industrial, commercial, and banking enter- 
prises with up to 100 percent foreign ownership. Sri Lanka's large supply of 
low-cost, relatively well-educated labor makes the country a natural successor 
to such export centers as Singapore and Hong Kong where labor costs are rising 
rapidly. By May 1979, the free trade zone commission had approved 71 projects 
with a potential investment totaling $130 million. So far, however, actual 
investments have been small as 1978 balance-of -payments data show only $1.5 
million in direct foreign investment. American firms interested in the zone 
should proceed with caution and only after a careful investigation of local 
conditions. More information about the free trade zone may be obtained from 
the Greater Colombo Economic Commission, 14 Sir Baron Jayatillake Mawatha, 
Colombo 1, Sri Lanka. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1979—281-058/139 














